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OPLNLON

This is an appeal pursuant to Section 25 of the Bank and
Corporation Franchise Tax Act (Chap.l3, Stats. 1929) fromthe
action of the Franchise Tax Conm ssioner in overruling the pro-
test of Pacific-Burt Conpany, Limted, against a proposed
assessnent of an additional” tax of $43.90, with interest, based
upon its return for the fiscal year ended March 31, 1928, and
another proposed assessment of an additional tax of $496.04 bast
upon its return for the fiscal year ended March 31, 1929.

~ This Appellant which does business here and el sewhere com
| ai ned of the formula used by the Commissioner to allocate to
l'ifornia "the portion of net income reasonably attributable A
to the business done within this state,” (Stats. 1929, Chap. 1:
Sec. 10.) The Commi ssioner has given equal weight to the three
factors of 51) average value of real and tangible persona
Property, (2) wages, salaries, conmmssions and other conpensa-
ion of enployees, and, (3) gross sales. He has rejected a
fourth factor, viz., purchases of raw materials, which the
APﬁellant claims should have been given equal weight with the
other three in arriving at the California proportion of its net
i ncone.

~The 8ertinent provisions of the statute are to be found in
Section 10 of the Act, which reads as foll ows:

~_"If the entire business of the bank or corporation is done
within this state, the tax shall be accordln% to or measured

by its entire net income; and if the entire business of such ban
or corporation is not done within this state, the tax shall be
according to or measured by that portion thereof which is derive\
from business done within this state. The portion of net income
derived from business done within this state shall be determ ned
by an allocation upon the basis of sales, purchases, expenses of
manuf acture, payroll, value and situs of tangible property, or b
reference to these or other factors, or by such other method of
allocation as is fairly calculated to assign to the state the
portion of net incone reasonably attributable to the business
donewithin this state and to avoid subjecting the taxpayer to
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doubl e taxati on.

‘ nIf the Commi ssioner reallocates net income upon his ex-
anination of 'any return, he shall, upon the witten request_ of
the taxpayer, disclose to himthe basis upon which his realloca-
tion has been made."

The Appellant's argunent seens to be based prinarily upon
the proposition that, because "purchases" are mentioned 1n
Section 10 of the Act, they must be considered in arriving at
"the portion of net income reasonably attributable to the busi-
ness wWithin this state, W do not so interpret the law. The
al location may include "purchases"® as a factor but need not do
sounl ess that "inclusion I's necessary to arrive at a fair appor-
tionment of the net incone. The net'hods to'be enployed for
allocation are stated in the alternative and the only positive
requi rement concerning themis that the one adopted be "fairly
calculated to assign to the state the portion of net incone
reasonably attributable to the business done within the state
and to avoid subjecting the taxpayers to double taxation.”

I nasmuch as the taxpayer has no right to insist, as matter
of the law, that .the factor of "purchases" be included in the
apportionnent of its net incone, unless it be shown that the
consideration of this factor is necessary to produce a proper
allocation, we think that it was incunbent upon the Appellant
to submt evidence to us fromwhich this necessity could be

. deduced. This the corporation has failed to do.

The business of the taxpayer is that of manufacturing _
sal es book and continuous formstationery., It appears that this
necessitates pr|nt|nP fromlarge mll rolls of paper in various
sizes, grades and colors and that only-a small part of this
material is manufactured in California ,ea that the taxpayer mue
purchase substantially all of the raw materials used in the
manuf acture of its product outside of the state.  Thus, by in-
cl udi ng "purchases" as one of the factors in the allocation of
{tscgﬁjflnqone it would naterially reduce the earnings assignabl:

0 i forni a.

V¢ are not prepared to say that in every case purchases
shoul d be considered inthe apportionnent of ‘net income and in
the absence of any further show ng on the part of the taxpa?er
why in its particular case purchases nust be enployed as a facto
in the apportionment formula in order to produce a correct allo-
cation, we do not believe that we should be warranted in hol ding
that the factor is indispensable to an adequate formul a.

OR DER

 Pursuant to the views expressed in the opinion of the Board
~on file in this proceeding and good cause appearing therefor,

o | T |'S_HEREBY ORDERED, ADJUDGED AND DECREEN that the action
of Reynold E. Blight, Franchise Tax Commissioner ,:«. wisxx«|jng
the protest of Pacific-Burt Conpany, Limted, a corporatico.,

agai nst the proposed assessment of additional taxes of $43.90 ana

28



[fic Manifoldin Lo

stf»a%.ou based respectively upon the returns of said corporation
or the fiscal years ended March 31, 1928, and March 31, 1929,
under Chapt eé 13, Statutes of 1929, be and,the sane is hereby
sust al nea.

‘Done at Sacranento, California, this 4th day of August,
1930, by the State Board of Equalization.

R E Collins, Chairman
Fred. E. Stewart, Menber
H G Cattell, Menber

Jno, C. Corbeit, Menber

ATTEST: Dixwell L. Pierce, Secretary
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